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from it— and you 
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LETTERS 



The New Reality? 

In "The 21st-Century 
Corporation: Every Aspect 
of Your Business Is About 
to Change" [Nov. 1], we are 
told to imagine an economy 
without friction, in which 
labor, information, and money 
move freely. Really, though, 
"friction" in an economy 
means jobs, and jobs mean 
livelihoods for people. Not 
everyone is going to be able 
to dominate or create the new 
field, so what about every- 
one else? Are they going to 
squabble over the scraps? For 
how long? As our population 
increases, is it really the most 
morally and ethically correct 
course of action to move to- 
ward a frictionless economy? 

Matt Herrmman 

via Fortune.com 




Listen Up 

In “40 Under 40: The Best 
Advice I Ever Got” (Oct. 1), 
you missed the one piece 
of advice I pass on to my 
children and grandchildren: 
“Everyone you meet in life 
knows more about some- 
thing than you do. Your job 
is to get them to pass that 
knowledge on to you!” 

William Beasley 

Largo, Fla. 



Pricey Pills 

Re “The U.S. Has the 
Highest Drug Prices in the 
World. And Hating Martin 
Shkreli Won’t Be Enough to 
Change It” (Nov. 1): Don’t 
blame Big Pharma for high 
prices; blame the FDA. The 



cost of getting a new drug 
approved is ridiculous. It’s 
a typically wasteful govern- 
ment process. 

Roland Underhill 
Greenbrae, Calif. 



Back to Black 

“The New Geek Squad 
(That’s Fixing Best Buy)” 
(Nov. 1) is one of the clear- 
est and most knowledge- 
able turnaround reports I 
have read anywhere. You 
are to be congratulated on 
a detailed and thoughtful 
analysis of what may be 
one of the most important 
stories in the history of 
U.S. retailing. 

Edward Gottesman 

London 



Down the Hatch 

In “The Siege of Herbalife” 
(Sept. 15), Roger Parloff’s 
reporting makes for edge-of- 
your-seat reading. It seems 
that activist investor Bill 
Ackman underestimated 
the will of his opponent 
and the true nature of 
this multilevel marketing 
company’s business. With 
no victims, the vast majority 
of products going to real 
customers, and the changes 
in CEO Michael Johnson’s 
business as motivated by 
hedgers at the gate, I’m 
betting Ackman will be 
the biggest loser (without 
drinking a shake) in 
this drama. 

Bill Florin 

Monroe, Conn. 



CORRECTIONS 

"Nike's Master Craftsman" 

[Dec. 1] said the 2012 Olympic 
Games took place in Beijing; 
they were in London. In "The 
Would-Be Wi-Fi Kings" [Dec. 1], 
a chart showing the wireless 
spectrum was mislabeled. The 
lower freguencies should have 
been identified as having longer 
wavelengths; higherfreguen- 
cies have shorter ones. 
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Pfizer’s 

Desertion 



GIVE PFIZER CREDIT for do- 
ing what no one thought 
could be done: It has united 
the fractured landscape of 
American politics. There was 
not a hint of disagreement 
among the presidential can- 
didates— who can agree on 
nothing else— in respond- 
ing to the company’s deci- 
sion to move its tax domicile 
to Ireland. Donald Trump 
called it “disgusting.” Bernie 
Sanders deemed it “disas- 
trous.” Hillary Clinton said 
the company is leaving “U.S. 
taxpayers holding the bag.” 

It’s almost— almost— possible to feel sorry for 
Pfizer CEO Ian Read. After all, his is a rational 
response to the irrational tax laws that the poli- 
ticians have put in his way. My colleague, Geoff 
Colvin, defends him by saying he is simply fulfill- 
ing his “fiduciary duty to serve his shareholders’ 
interests.” And that argument holds, if you look 
only at the short term. 

But here’s the problem. Pfizer exists at the in- 
tersection of two muddled messes of American 
public policy— our corporate tax system and our 
drug-pricing system. The first hurts the company 
by combining one of the highest corporate tax 
rates in the world (35%) with a global reach that 




leaves American companies 
at a serious disadvantage 
against their foreign com- 
petitors while it drives them 
to park billions of dollars in 
overseas earnings outside the 
U.S. to escape punitive taxa- 
tion. The second, however, 
works greatly to Pfizer’s ben- 
efit. The U.S. alone among 
major nations prohibits the 
government from regulating 
or negotiating drug prices, 
allowing companies to reap 
their greatest profits in the 
American market. 

Both policies need to be 
fixed. And however unlikely 
it may seem at the moment, 
both will be fixed, eventu- 
ally. The status quo— with 
more companies fleeing the 
country every year while 
pharmaceutical corporations 
like Turing and Valeant jack 
up drug prices to obscene 
levels— is unsustainable. 

The real question is how 
they will be fixed. Will Con- 
gress attempt to build a Berlin 
Wall around U.S. companies 
and impose heavy-handed 
regulation on drug prices? 
Or will it find a way to al- 
low American pharmaceu- 
tical companies to compete 
fairly in the world and earn 
sufficient profits in the U.S. 
to incentivize research? It’s 
in Pfizer’s interest, the indus- 
try’s interest, and the nation’s 
interest that we take the sec- 
ond path. But Pfizer’s deser- 
tion— and there’s no other 
word for the 160-year-old 
company’s decision to change 



tax domiciles— will inflame 
the growing antibusiness 
elements in both political 
parties and increase the like- 
lihood of following the first, 
counterproductive path. In 
that respect the company is 
selling its future. It’s a bad de- 
cision, and the consequences 
will be long-lasting. 

Sharp readers among you 
will notice that on page 93 
of this issue, in our annual 
investor’s guide, we recom- 
mend investing in certain 
pharmaceutical stocks. To 
that recommendation I add 
a footnote: These invest- 
ments may pay off nicely 
in the short run. But in the 
longer run, thanks to the 
decisions of companies like 
Pfizer, Valeant, and Turing, 
a harsh political reckon- 
ing is coming. For a deeper 
dive on this hot-button topic 
and much more of what 
the markets hold in store, 
read our fascinating inves- 
tor roundtable on page 102. 
The headline frames not 
only the story but the entire 
issue well: “Where Do We Go 
From Here?” 

We’ve got some smart, 
timely answers. 




ALAN MURRAY 



Editor 
IP @ alansmurray 



14 I FORTUNE.COM ' December 15, 2015 



PHOTOGRAPH BY WESLEY MANN 




"ITS NOT JUST -\v* 
STREETLIGHTS. M 
ITS ABOUT A SENSE 1 
OF COMMUNITY." ! 






ODIS JONES 

CEO, PUBLIC LIGHTING AUTHORITY OF DETROIT 



- ^ _ 



At one point, 40 percent of streetlights in Detroit didn't work. 

This made life even more difficult for a city that was already struggling. 

The Public Lighting Authority of Detroit devised a plan to reilluminate 
the city. But finding a bank to finance the project during Detroit's bankruptcy 
was challenging. Citi stepped up and committed its own capital, which 
encouraged other investors. So far, thousands of new LED lights have been 
installed, lighting the way as a model for similar projects around the world. 

For over 200 years, Citi's job has been to believe in people and help 
make their ideas a reality. 

citi.com/progress 



citf 

The World's Citi™ 








* 



* 



> J 




In the lead role: John Travolta, movie legend and aviation aficionado. 
Guest star: the legendary North American X-15 that smashed all speed 
and altitude records and opened the gateway to space. Production: 
Breitling, the privileged partner of aviation thanks to its reliable, accurate 
and innovative instruments - such as the famous Chronomat, the ultimate 



WELCOME TO MY WORLD 



chronograph. Welcome to a world of legends, feats and performance. 



CHRONOMAT 44 



BREITLING BOUTIQUE 



5 EAST 57TH STREET - NEW YORK 
AVENTURA MALL. ■ MIAMI 
THE FORUM SHOPS AT CAESARS ■ LAS VEGAS 
THE MALL AT MILLENIA ■ ORLANDO 
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The country’s growth is sputtering, its 
debt load is unrivaled, and its population 
is the world s oldest. Japans economy 
has serious problems— they could soon 
become our problems too. 




By Chris Matthews 



IN A YEAR with no shortage 
of scary economic stories, 
Japan’s recent woes may 
be the globe’s most chilling 
cautionary tale. The world’s 
third-largest economy 
shrank by 0.8% in the third 
quarter of 2015, sending 
the country into its fifth 
recession in seven years in 
November. 

That’s despite the 
herculean efforts of Prime 



SENIORS EXERCISE AT ATEMPLE IN 
TOKYO. THE RATIO OF OLDTO YOUNG 
PEOPLE IN JAPAN IS GROWING ASTHE 
OVERALL POPULATION SHRINKS. 



Minister Shinzo Abe to 
rescue the country from 
the grip of disinflation and 
negative growth. His plan to 
jump-start the economy— a 
multibillion-dollar combi- 
nation of massive stimulus, 
structural labor reforms, and 
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monetary easing— has fallen 
flat, partly because of esca- 
lating political pressure. But 
the real reason goes deeper: 
Japan’s population, the 
world’s oldest, is shrinking. 

The archipelago’s popu- 
lation has fallen 0.6% in 
the past decade, while the 
share of the population 
older than 65 has risen 
from 20.4% to more than 
a quarter. The result is 
that Japanese companies, 
facing the prospect of a 
smaller market for goods, 
see little reason to invest in 
new capital spending. And 
although government inter- 
vention has kept unemploy- 
ment low, real wage growth 
has been stagnant, giving 
Japanese consumers little 
reason to increase their 
spending either. 

Compared with the rest 
of the world, though, Japan 
may not be worse so much as 
early. Large economies, such 
as those in the U.S., China, 
and Germany, are all pro- 
jected to have 22% of their 
population over age 65 by 
2050, which has vast impli- 
cations for economic growth 
and publicly funded social 
safety nets. Japan’s debt-to- 
GDP ratio is the highest in 
the world, but looming obli- 
gations could cause others to 
balloon as well. 

“This is a new experience 



for us,” says Carl Weinberg, 
chief economist with High 
Frequency Economics. The 
rich world has historically 
taken its collective steady 
economic growth for 
granted. Japan, he says, 

“is a reality check.” 

There’s a limit to how 
much the government can 
do to alleviate the problem. 
Japan’s quantitative-easing 
program (far larger in scale 
than equivalent efforts in 
the U.S.) has the Bank of 
Japan buying 80 trillion 
yen’s worth of government 
debt each month. At that 
rate of purchase, the cen- 
tral bank would own every 
last dollar of Japanese gov- 
ernment debt by the year 
2027, though the currency 
would collapse before that 
happened. 

How can the world 
avoid a fiscal storm similar 
to the one now brewing 
in Japan? It can start by 
thinking differently from 
the Japanese on immigra- 
tion. Despite the panic 
they increasingly evoke in 
political circles, younger 
immigrants can help offset 
declining birthrates and an 
aging population. All the 
stimulus in the world can’t 
make Japan’s population 
grow. “Japan doesn’t need 
liquidity,” Weinberg says. 
“It needs people.” Ill 





THE OPIOID 



ANTAGONIST 



^mLMultiple^osis 

naloxone HCI 



NALOXONE. OR 

NARCAN. INSTANTLY 

STOPSTHEEFFECTS 

OFADRUGOVER- 

DOSEWHEN 

ADMINISTERED. 



OFF-LABEL EPIDEMIC 



THE WAR ON 
DRUGS FINDS 
A WEAPON 



FOR DECADES, naloxone.a 
drug approved in 1971that 
instantly reverses the effect 
of opioid overdose, languished 
in relative obscurity. Outside 
of emergency rooms and 
outreach programs in high-risk 
communities, fewsawthe 

public-health potential. Many even arguedthatit encour- 
aged substance abuse. 

Notanymore. Today school nurses, police officers, and 
firefighters increasingly carry naloxone. New laws in 37 
states allowfriends and family members of opioid users 
to obtain a prescription. The FDA has called for more user- 
friendlyforms of the drug— itapproved a nasal-spray 
version in November. And 29 states have issued standing 
orders that effectively make it available over the counter. 

The increased adoption is driven, of course, by the 
nation's deepening opioid epidemic— a scourgefueled 
by prescription pain pill abuse and cheap heroin that 
resulted in 29.200 overdose deaths in 2013. up 315% 
from 1999. Estimatesputthecostoftheepidemicat 
$55 billion to $72 billion a year. 

Naloxone's rise to prominence has been good for its 
manufacturers. Amphastar Pharmaceuticals and Pfizer, 
which both doubled the price overthe past two years. 
[Three other companies. Mylan. Kaleo. and Adapt Pharma, 
also recently entered the market.] But more significant: It 
saved 8.000 peoplefrom an overdose lastyear— a number 
that's growing fast. —Erika Fry 
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HOW CAN WE MAKE SENSE OF VAST 
AMOUNTS OF COMPLEX AIRLINE 
DATA WITH A MYRIAD OF VARIABLES, 
CRUNCHING 6 HOURS OF INTENSE 
CALCULATIONS INTO 1 MINUTE, SO 
THAT HIGHLY VALUED CUSTOMERS 
LIKE STEVE MURRAY OF BROOKLYN 
DON’T SPEND HOURS WAITING 
AT THE AIRPORT FOR A DELAYED 
FLIGHT THAT WILL EVENTUALLY BE 
CANCELED, WHEN HE COULD HAVE 
STAYED HOME CELEBRATING HIS 
DAUGHTER’S SEVENTH BIRTHDAY? 
IT’S SIMPLE. _ 

THE ANSWER IS 

sap han a. ^ 



SAP HAN A GIVES YOU THE AGILITY 
TO HANDLE ANY SITUATION. 

NOW WHAT'S YOUR QUESTION? 

For more, goto sap.com/answers 



Run Simple 



i 



B M 15 SAP ■££. AH n*ffrti iraorred RbslJis tHMd on specific system Cdnf^uratioFis. Curtomor ns.(fts may wy. 
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A MAN WALKS THROUGH FLOODWATERS IN NEW JERSEY IN THE AFTERMATH OF HURRICANE SANDY. 

A STORM, MANY FEAR. THAT WAS A PREVIEW OF THE HIGH COSTS OF CLIMATE CHANGE. 



CATASTROPHES INC. 

The C-Suite 

Climate 

Converts 



By Vivienne Walt 




AT A BLACK-TIE EVENT 

in an opulent ballroom late 
in 2014, a grim figure at 
a podium warned of the 
“catastrophic impact of 
climate change.” 

“While there is still time 
to act,” he admonished, 

“the window of opportunity 
is finite and shrinking.” 

A celebrity environmen- 
talist’s jeremiad? Hardly. 
The speech, made in front 



COSTLIEST NATURAL DISASTERS SINCE 1980 

(INSURED LOSS, ADJUSTED FOR INFLATION, IN BILLIONS) 




HURRICANE ANDREW HURRICANE KATRINA 

U.S., 1 992 U.S., 2005 




HURRICANE IKE TOHOKU TSUNAMI 

U.S. AND CARIBBEAN, 2D08 JAPAN, 2011 




HURRICANE SANDY 

U.S. AND CARIBBEAN, 2012 



20 | FORTUNE.COM | December 15, 2015 



of a spellbound audience of 
insurance executives in Lon- 
don, was delivered by one of 
the financial world’s most so- 
ber figures: Bank of England 
governor Mark Carney. His 
message was simple: Climate 
change is coming, and it’s 
very bad for business. 

As more than 100 heads 
of state converge in Paris 
in December for the 2015 
United Nations Climate 
Change Conference, business 
leaders will play a larger- 
than-ever part in the discus- 
sions. Executives were once 
hesitant to impede manufac- 
turing efficiency or dampen 
consumption. Now nine out 
of 10 of them see climate 
change as an urgent priority, 
according to a survey by Ac- 
centure. “The first reaction of 
Big Business is denial,” says 
Philippe Desfosses, CEO of 
the $27 billion French public 
pension fund ERAFP. But 
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denial has become increas- 
ingly difficult as environ- 
mental costs mount. “This 
is not about morals whatso- 
ever” Desfosses says. 

So far the insurance 
industry has led the charge— 
and with good reason. Early 
on “there was a gut feeling 
that the patterns of natural 
catastrophes were changing,” 
says Peter Hoppe, director 
of Geo Risk Research at Mu- 
nich Re, which first sounded 
the alarm in 1973. Since 
then its message has gained 
resonance. The number of 
weather-related events cov- 
ered by insurance has tripled 
since the 1980s, and the cost 
has jumped from $10 billion 
annually to some $50 billion. 

It’s not just the insurance 
industry that’s taking note. 
Even more so than wars or 
subprime loans, a wild-card 
climate calamity could put 
the entire global economy 
in a tailspin. At the same 
time, divestment campaigns 
have prompted cities and 
governments to increasingly 
dump fossil-fuel stocks. 

And New York is investigat- 
ing whether Exxon Mobil 
misled investors by down- 
playing climate risk— a case 
that could cost the company 
substantially. 

But economic self- 
interest alone may not be 
enough to spark real prog- 
ress, particularly because 
the worst effects of climate 
change are still a generation 
away. Leaders can’t afford 
to wait. Says Carney: “Once 
climate change becomes a 
defining issue for financial 
stability, it may already be 
too late.” F9 



CYBERCRIME 



HOSTAGE 
NEGOTIATION 
GOES DIGITAL 



m 



THIEVES ARE IN- 
CREASINGLY HOLD- 
ING DIGITAL DATA 
FORRANSOM- 
FORCING USERS TO 
FORFEIT SENSITIVE 
INFORMATION OR 
PAY UP. 



IN THE SPRING OF 2014, Mark Schneider's computer 
became progressively more sluggish until this message 
appeared: "Your important files were encrypted onthis 
computer." Suddenly all his digital assets— the bookings, 
the down payments, the deposits of the soon-to-arrive 
summer patronsathissmall Ontario fishing resort— 
were rendered inaccessible. Perhaps more disturbing 
was what the note went on to say: "To retrieve the private 
key"— the secret pass code that would unlock his elec- 
tronic property— "you need to pay." 

Incidents of digital ransom, orransomware, have 
soared in recentyears. One study determined that 
a single campaign— a malevolent program called 

CryptoWall 3.0 — may 
have earned its develop- 
ers morethan $325 mil- 
lion in payments such as 
the one solicited from 
individualsand busi- 
nesses like Schneider's. 

The surge has 
promptedtough 
guestionsforlaw- 
enforcement officials, 
forcing them to rethink 
theoldplaybookson 
traditional hostage 
taking and theft. "To 
be honest," FBI agent 
Joseph Bonavolonta 
reportedly said ata 
recent conference in 
Boston, when otheroptionsareno longer viable, "we 
often advise peoplejustto pay the ransom." [The FBI 
officially recommends data backups, threat-detection 
software, and general caution online.] Some security 
expertsarguethatforking over cash enables robbers to 
profit off the racket and bankroll more hacks, butwhen 
the choice isto negotiate with cybercriminals or lose your 
data, untold numbers simply pay up. 

The better route? Plan ahead. Shortly before the at- 
tack, Schneidersigned upfora cloud-based data backup 
service, which enabled himto regain complete control of 
his files without paying anything [beyond the service's 
subscription fee, of course], Hewasbackto booking wall- 
eye and lake trout expeditions in no time. The phishers, 
however, are still at large. —Robert Hockett 




TEST CASES A 

JOE’S CRAB SHACK JOINSTHE NO-TIPPING MOVEMENT 






This winter harried restaurant workers of America will be watching Joes 
Crab Shack. In November, Joes became the first national chain to ban 
tipping— testing the practice at more than a dozen locations. The reasoning? Less 
reliance on tips gives workers a more stable income, says COO David Catalano. As part of the 
deal, employees base salaries go up to about $12 per hour, and customers will be charged 12% 
to 15% more to offset costs. If they pay it, more chains could follow suit. —Benjamin Snyder 
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ARE THERE REAL SUPERHEROES 

TO KEEP OUR CITIES SAFE?" 



Maybe someday. But with our cities becoming so populated and complex, we're going to 
need other ways to answer their security needs. That's why, at Hitachi, weVe developed some 
super smart solutions that address both the physical and cyber sides of the issue. For instance, 
to keep publ ic facilities l ike schools and bus stations safe, we already have advanced 
monitoring and disaster response support systems. We also have innovative data protection 
systems to detect and prevent cyberaitacks and keep the personal information on your 
computer personal. And those are just a few of the ways we're helping keep cities safe, 
until the real superheroes appear.Hitachi Social Innovation, 
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GOOD EATING 

YOU'RE GOING TO START 
HEARING A LOT MORE 
ABOUT GIANT CHICKENS 

LASTMONTHTaco Bell becamethe 
latest of the major fast-food chains 
to committo serving eggs onlyfrom 
cage-free hens. The brand behind 
Cap'n Crunch doughnutholesand 
□oritostaco shells was the deciding 
vote in the animal-rights debate: 
Cage-free eggs are nowthe norm. 

Butwhilethe chickens may have 
flown the cage, the animal-welfare 
debate rages on. The next front: "fast 
growth" broiler chickens. Foryears 
the poultry industry has intentionally 
breditsbirdstogetbiggerfasteron 
less feed. In 1925 the average broiler 



chicken weighed 2.5 poundswhen it 
went to market at 112 days old. Today 
the average goes to market afterjust 
48 daysat6. 2 pounds— essentially 
weve created giant chickens. 

That's greatfor efficiency but 
maybe notsogreatfor chickens. The 
Humane Society of the U.S. says the 
practices can inflict broilers with leg 
disorders, weakened immune sys- 
tems, and cardiovascular problems. 

Someofthebiggestfood 
companies— General Millsand Nestle 
and food service giants Aramarkand 
Compass Group— have acknowl- 
edged that fast-growth poultry is an 
issuetoatleastdiscuss. Companies 
say they are "working to understand" 
or "working with [their] suppliers 
to address" it. Definitive language, 
no— but it soundsa lotlike what 
companies said intheearly days of 
cage-free eggs. —Beth Kowitt 




WORD CHECK 

ratchet 



\'ra-chat\n. 



An anti-dilution mechanism that guarantees private investors additional shares if the IPO price 
of a company doesn't reach a certain level. The tactic, used with "unicorns" like Box and Sguare, 
is a sweet deal and incentive forbackers— mostlikelyadding to the Valley'sfrothyvaluations. 



AND SOLD! 

THEANATOMYOFA 
RECORD-BREAKING SALE 




THE NIGHT OF NOV. 9 in Manhat- 
tan, Christie's auctioned off 
Amedeo Modigliani's "Nu Cou- 
che," a painting of a voluptuous 
nude in dramatic color, smiling in 
a post-coital slumber. But more 
dramaticthanthe painting itself 
was itshammerprice: $170.4 
million, shocking for an artist on 
noone'stop20list. 

Theauctionlikelybroughta 
windfall for Christie's, but a guar- 
antee of atleast$100 million 
meantitwasalsoa gamble. Ifthe 
painting had sold at Modigliani's 
previous record of $70.7 million, 
Christie's could have /ost millions 
[though a third party stepped in 
atthe last minute to guarantee a 
bid and share the risk]. 

More worrying: The night the 
Modigliani sold, 10 otherworks 
did not reach their high reserve 
prices and failed to sell at all. The 
auction businessistightening 
thisyear, a factthatthe booming 
marketfortop-shelf works can't 
guite paint over. 

—Don Thompson , author of The 
Supermodel and the Brillo Box, 
out in paperback this foil 

HITS AND MISSES 

"Les Femmes 
d'Alger, Version 0" 

EXPECTED : $140 MILLION 
ACTUAL: $179.4 MILLION 

In March, Pablo 
Picassos colorful 
geometric oil became 
the most expensive 
painting ever sold at 
auction. 

H "Nympheas," 1908 

EXPECTED: S30-S50 MILLION 
ACTUAL: $33.8 MILLION 

Part of Monets iconic 
Water Lilies series, 
it's one of a number 
of paintings that have 
come in on the low end 
of their price targets. 
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